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Introduction to 
Economics - Part 2 

1. Gross Domestic Product: Gross 
domestic product (GDP) is a 
monetary measure of the value of 
all final goods and services 
produced in a particular place in a 
particular period of time. GDP is 
counted usually by two methods: 

a) Nominal GDP: Nominal GDP, 
typically referred to as just 
GDP, uses the quantities and 
prices in a given time period to 
track the total value produced in 
an economy in that time period. 


b) Real GDP: Real GDP tracks the total value produced using constant 
prices (or a base year for easy counting), isolating the effect of price 
changes. 

2. Economic Growth: Economic growth is the increase in the 
inflation-adjusted market value of the goods and services produced by 
an economy over time. It is conventionally measured as the percent rate 
of increase in real gross domestic product, or real GDP. 

3. Economic Development: Economic development usually refers to the 
adoption of new technologies, transition from agriculture-based to 
industry-based economy, and general improvement in living standards. 
Method of measuring economic development includes HDI (Human 
Development Index) and GDI (Gender Related Index) or GEM 
(Gender Empowerment Measure). The terms economic development 
and economic growth are used interchangeably but there is differences. 
Economic development is a government policy to improve the 
economy, social welfare and ensuring a stable political environment. 
Economic growth can be viewed as a sub category of economic 
development. 

4. Inflation: Inflation, in a word, means a sustained increase in the price 
level. The main causes of inflation are: 





a) Excess aggregate demand: If any economy is at or 
close tfull employment level then an increase in 
demand leads to an increase in the price level. 
Because in full employment situation, firms 
reaches at full production capacity. So when 
aggregate demand increases, the firms respond by 
putting up prices on their products, which leads to 
inflation.This type of inflation is known as demand 
pull inflation. 

b) Cost push factors: If there is an increase in the costs 
of firms, then firms will pass these costs to the 
consumers, which will create inflation. This type 
of inflation is known as cost push inflation. 

* Hyperinflation: Hyperinflation is the type of 
inflation which occurs when a country 
experiences very high and usually accelerating 
rates of inflation, rapidly eroding the real value 
of the local currency. 

* Stagflation: Stagflation is the portmanteau of 
stagnation and inflation. It is a situation in 
which the inflation rate is high, the economic 
growth rate slows and unemployment remains 
steadily high. 

5. Recession: Recession is a period of general economic 
decline. It is typically defined as a decline in GDP for 
two or more consecutive quarters. A recession is 
typically accompanied by a drop in the stock market, 
an increase in unemployment, and a decline in the 
housing market. There is no single obvious cause of a 
recession. 

6. Depression: If a recession continues long enough (for 
two or more years) then it is classified as a depression. 
A depression is more severe than recession and may 
create decade long stagnant situation in the economy. 


7. Investment: An investment is an asset or item that is 
purchased with the hope that it will generate income 
or appreciate in the future. In economic sense, an 
investment is the purchase of goods that are not 
consumed today but are used in the future to create 
wealth. In finance, an investment is a monetary asset 
purchased with the idea that the asset will provide 
income in the future or appreciate and be sold at a 
higher price. Although most people think of purchases 
of stocks and bonds as investments, economists use 
the term “investment” to mean additions to the real 
stock of capital. 

8. Savings: According to economics, saving means 
consuming less out of a given amount of resources in 
the present in order to consume more in the future. 
Saving, therefore, is the decision to defer consumption 
and to store this deferred consumption in some form 
of asset. 

9. Utility: Utility is an economic term referring to the 
total satisfaction received from consuming a good or 
service. In other sense, utility is a measure of 
preferences over some set of goods and services. 

10. Balance of payment: The balance of payments of a 
country is the record of all economic transactions 
between the residents of the country and the rest of the 
world in a particular period (i.e. over a quarter of a 
year or more commonly over a year). 
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Sovereign Wealth Funds 

McL Nasim Ahmed, 

Senior Principal Officer 
Central Accounts Department, ICB 

Sovereign wealth funds (SWFs), broadly defined as 
public investment agencies which manage part of the 
(foreign) assets of national states, have attracted a lot 
of attention in recent years as more countries open 
funds and invest in big-name companies and assets. 
Some experts estimate that all sovereign wealth 
funds combined to hold more than $ 7 trillion in 
assets in 2015, a number that is expected to grow 
relatively quick. This has given way to a wide 
concern over the influence these funds have on the 
global economy. As such, it is important to 
understand exactly what sovereign wealth funds are 
and how they first came about. 

What Is a Sovereign Wealth Fund? 

A sovereign wealth fund is a state-owned pool of 
money that is invested in various financial assets. 
The money typically comes from a nation’s 
budgetary surplus. When a nation has excess money, 
it uses a sovereign wealth fund as a way to funnel it 
into investments rather than simply keeping it in the 
central bank or channeling it back into the economy. 

Objective of Sovereign Wealth Fund 

The motives for establishing a sovereign wealth fund 
vary by country. For example, the United Arab 
Emirates generates a large portion of its revenue 
from exporting oil and needs a way to protect the 
surplus reserves from oil-based risk, thus it places a 
portion of that money in a sovereign wealth fund. 
Many nations use sovereign wealth funds as a way to 
accrue profit for the benefit of the nation's economy 
and its citizens. The primary functions of a sovereign 
wealth fund are to stabilize the country's economy 
through diversification and to generate wealth for 
future generations. 

Historical Background 

The first funds originated in the 1950s. Sovereign 
wealth funds came about as a solution for a country 
with a budgetary surplus. The first sovereign wealth 
fund was the Kuwait Investment Authority, 
established in 1953 to invest excess oil revenues. 
Only two years later, Kiribati created a fund to hold 
its revenue reserves. Little new activity occurred 
until three major funds were created: 


• Abu Dhabi's Investment Authority (1976) 

• Singapore's Government Investment 
Corporation (1981) 

• Norway's Government Pension Fund (1990) 

Over the last few decades, the size and number of 
sovereign wealth funds have increased dramatically. 
In 2015, there are more than 50 sovereign wealth 
funds, and according to the SWF Institute, has 
exceeding worth of $7 trillion. 

Types of Sovereign Wealth Funds 

Sovereign wealth funds can fall into two 
categories, commodity or non-commodity. The 
difference between the two categories is how the 
fund is financed. 

Commodity sovereign wealth funds are financed by 
exporting commodities. When the price of a 
commodity rises, nations that export that 
commodity will see greater surpluses. Conversely, 
when an export-driven economy experiences a fall 
in the price of that commodity, a deficit is created 
that could hurt the economy. A sovereign wealth 
fund acts as a stabilizer to diversify the country's 
money by investing in other areas. Commodity 
sovereign wealth funds have seen huge growth as oil 
and gas prices increased between 2000 and 2015. In 
2015, commodity financed funds totaled more than 
$4.04 trillion. 

Non-commodity funds are typically financed by an 
excess of foreign currency reserves from current 
account surpluses. Non-commodity funds totaled 
$3.05 trillion in 2015, which is three times the total 
three years earlier. Currently, the majority of funds 
are financed by commodities, but non-commodity 
funds may reach beyond 50% of the total by 2015. 

Investment Strategies 

Sovereign wealth funds are traditionally passive, 
long-term investment. Few sovereign wealth funds 
reveal their full portfolios, but sovereign wealth 
funds invest in a wide range of asset classes 
including: 

• Government bonds 

• Equities 

• Foreign direct investment 

However, a growing number of funds are turning 
to alternative investments, such as hedge funds or 
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private equity, which are not accessible to most retail 
investors. The International Monetary Fund reports 
that sovereign wealth funds have a higher degree of 
risk than traditional investment portfolios, holding 
large stakes in the ofiten-volatile emerging markets. 

Sovereign wealth funds uses a variety of 
investment strategies: 

• Some funds invest exclusively in publicly 
listed financial assets. 

• Others invest in all of the major asset classes. 


Funds also differ in the level of control they 
assume when investing in companies: 

• There are sovereign wealth funds that place a 
limit on the number of shares bought in a 
company and will enforce restrictions either 
to diversify their portfolios or to adhere to 
their own ethical standards. 

• Other sovereign wealth funds take on a more 
active approach by buying larger stakes in 
companies. 

To be continued 
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Contentment 

And, on some clear mornings, I grab a cup of tea and rush to my roof. 
For a few minutes, as the clouds envelope the sunbeam, 
and the world turns serene, 

1 think of how blessed my life has been. 

I think of those sweet, morning chitchats with my parents, 
a glimpse of those watery eyes, 
that said - 1 made them proud. 

I wonder where between speaking my heart out 
and fighting over the silliest matters, with my sister, 
made her heart so close to mine. 

I think of the days, our minds thanked him silently. 

For, he bestword his favours bountifully. 

Also, those leisurely strolls I had with my friends 
Laughing and dancing, along the streets. 

Sharing, sometimes literally shoving over the little on our plates 

Getting together on every small occasions 

and loving one another at our worst, we secured the relation. 

This morning, that placid freeze has whispered in my ear- 
that it has not been easy so far. 

Pondering over how tough its been and how I’ve made it, 
a gentle smile now, enlightens my face. 

Eyes glittering with contentment; perhaps the sun has managed to gaze. 


Writer is the Daughter of Ms. Mahmuda Akther, 
Assistant General Manager of ICB 
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